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Settlements and Compromises with 
the Commissioner of Internal Revenue 


By McK. W. KriecH* 


ficulties in securing settlement of their 
income and excess profits taxes. Thou- 

sands of cases for 1917, 1918 and subsequent 
years are still pending, and the companies in- 
volved will not be in a position to determine 
definitely the amount of earnings available 
for their own purposes until these cases are 
finally settled. 

It must be conceded that delays in adjust- 
ment of tax liability in many cases have been 

due to the failure of the taxpayer to promptly 
_ furnish a complete record of the facts, prop- 
erly substantiated, upon which a determina- 
tion could be made. In other words, the tax- 
payer frequently is responsible for delays on 
the part of the Government. However, I de- 
sire to confine my remarks chiefly to cases in 
which the facts have been presented and a sup- 
posedly final determination accomplished. 

Final determination of many claims will 
not be reached until the conclusion of litiga- 
tion in the Federal courts. There is no ques- 
tion but that these conditions have been a great 
handicap to operations and the financing of 
new development in the mining industry, and 
the industry will be greatly stimulated by the 
removal of uncertainties and the final settle- 
ment of war-time taxes. 

One of the most exasperating problems en- 
countered has been the reopening of cases 
which to all intents and purposes had been 


Reprinted, with permission, from Proceedings of the Confer- 
ence on Mine Taxation of the American Mining Congress. 


M ANY companies have experienced dif- 








closed by assessment and payment or abate- 
ment or refund of taxes after full investigation 
by the Government, during which repeated 
hearings were accorded the taxpayers. Cases 
have been reopened in numerous instances and 
taxpayers have. been required, at great ex- 
pense, to employ counsel, travel to Washing- 
ton from remote points, and at new hearings 


HEN is a tax case closed? What 
remedy is there in the event of 
new assessments? What is the pro- 


cedure in case of dispute over tax 


levies? These and other important 
questions are answered by Mr. Kriegh, 
who is chief of the Tax Division of 
the American Mining Congress. 


and conferences cover the same ground and ex- 
plain anew the same issues supposedly ironed 
out satisfactorily at previous conferences. This 
situation undoubtedly has caused a feeling to- 
ward the Bureau of Internal Revenue which 
has inevitably and seriously hampered its 
proper functioning through lack of co-opera- 
tion on the part of taxpayers and thereby has 
been prejudicial to the interests of the tax- 
payers themselves. Conditions have not tended 
to simplify the complexities of administration, 
nor have they been improved to any consider- 
able extent by the 1921 revenue law insofar as 
it applies to cases arising under prior laws. 
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There are several ways in which a case may 
be closed. The usual procedure in arriving 
at a final decision or adjustment is initiated by 
an examination of the return. Frequently, 
this is followed by a field audit by a revenue 
agent, and I have known of cases where there 
were two or more field audits made before the 
Department gave notice to the taxpayer of dis- 
crepancies which required explanation. As 
soon as practicable after a return is filed, it is 
examined. If upon examination of a return 
made under the Revenue Acts of 1916, 1917, 
1918 or 1921, a tax or a deficiency in tax is 
discovered, the taxpayer is notified thereof by 
letter and is given a reasonable time after such 
notice is sent in which to protest and file ex- 
ceptions specifying the reasons why the tax or 
deficiency should not be assessed. If the tax- 
payer files a protest against the proposed as- 
sessment after receiving this notice, he must 
present his exceptions in writing to the Income 
Tax Unit for the attention of the particular 
division where the case is being considered, 
which must set forth fully the facts and 
grounds upon which he relies. A reasonable 
additional time may be allowed upon appli- 
cation within which to procure and file other 
data in support of the taxpayer’s contentions. 
A hearing will also be granted upon the tax- 
payer’s request; but if an oral hearing is not 
desired, a decision will be made by the Income 
Tax Unit upon the written data submitted at 
the earliest practicable date and the taxpayer 
notified thereof by registered mail, following 
which a period of not less than 30 days from 
date of mailing notice is given the taxpayer in 
which to file an appeal to the Commissioner. 


If the taxpayer does not protest within the 
time fixed by the first notification by mail, then 
the proposed assessment becomes the decision 
of the Income Tax Unit and the registered 
notice is sent. If no appeal is filed by the tax- 
payer within 31 days from the mailing of this 
notice, then the decision of the Unit, upon ap- 
proval by the Commissioner, is considered 
final, and an assessment, if any, is made in ac- 
cordance with the terms of such decision. The 
taxpayer must thereupon make settlement and 
if he is dissatisfied with the decision, his next 
move would be to file a claim for refund. If 
he is’ satisfied with the adjustment made, and 
thereafter takes no action to have the case re- 
opened, it is my opinion that under section 

313 of the 1921 law the decision may be con- 
sidered as final, and in the absence of fraud or 
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mistake in mathematical calculation, is not 
subject to review by any official of the Govern- 
ment other than the Commissioner by whom 
the decision was made, even though the tax- 
payer may not make an agreement in writing 
with the Commissioner under section 1312. 
In the case of a return which is examined in 
the collector’s office where a tax or deficiency 
of tax is discovered and notice of the proposed 
assessment is sent out by the collector, the pro- 
cedure is the same as that provided for in the 
Income Tax Unit. A decision of the collector 
may be appealed to the Commissioner in the 
same manner as a decision of the Unit. 


Relief in 1921 Act 


Congress attempted, in the 1921 law, to aid 
the final settlement of cases and remove the 
uncertainty which has existed by permitting 
the taxpayer and the Commissioner of Inter- 
nal Revenue to reach an agreement as to the 
amount of taxes due which, except upon a 
showing of fraud or malfeasance, would be 
conclusive and binding upon the parties. (Sec- 
tion 1312, Revenue Act of 1921.) But Con- 
gress went further than this. Realizing that 
it would be impracticable for the five million 
or more taxpayers to protect themselves 
against future additional assessments by 
signing an agreement with the Commis- 
sioner in all cases, it is further provided 
in the 1921 law, section 1313, that “in the 
absence of fraud or mistake in mathemat- 
ical calculation the findings of facts in and 
the decision of the Commissioner upon (or 
in case the Secretary is authorized to ap- 
prove the same, then after such approval) the 
merits of any claim presented under or au- 
thorized by the internal revenue laws shall not 
be subject to review by any other administra- 
tive officer, employee, or agent of the United 
States.” This provision of the law specifies 
only two contingencies under which a re- 
viewal of any case may be initiated by any offi- 
cial of the Government other than the Com- 
missioner by whom the findings of fact and 
original decision was made. 


Manifestly, section 1312 is binding upon 
both parties. As soon as an agreement has 
been signed, the taxpayer is bound as well as 
the Government. The provision is intended, 
however, to protect the taxpayer, for an agree- 
ment depends upon an adjustment satisfactory 
to the taxpayer, otherwise he would not seek 
to have the case closed in this manner. Like- 











\ 
t 
{ 
{ 
( 


id 
he 
ng 
T- 


he 
be 


2C- 
n- 
lat 
on 
ves 


1iS- 
ed 
the 
at- 
nd 
(or 
Ap- 
the 
au- 
not 
ra- 
ted 
fies 


 ffi- 
»m- 
and 


pon 
has 
l as 
led, 
ree- 
Ory 
eek 
ike- 


frets. 


May, 1923 


wise, section 1313 was intended to protect the 
taxpayer so that even though the agreement 
provided for may not be made, he is still pro- 
tected against a reconsideration or review of 
his case initiated by any government official 
other than the particular Commissioner under 
whose administration the case was closed. In 
my opinion this provision clearly prohibits the 
present Commissioner or any other govern- 
ment official from initiating a review of cases 
in which claims were decided by prior Com- 
missioners except in cases of “fraud or mistake 
in mathematical calculation.” A mistake in 
mathematical calculation certainly does not 
comprehend questions of judgment as to any 
of the factors used in the computation of in- 
vested capital, valuations, depletion, etc., 
which might otherwise be subject to arbitrary 
whims of different administrative officials in 
the absence of this express prohibition in the 
law. That it was the intention of Congress to 
limit the authority of administrative officials 
to. initiate a reconsideration of a claim, except 
in case of fraud or mistake in mathematical 
calculation, is indicated by other limitations 
upon the Commissioner’s authority in favor of 
the taxpayer: i. e., it is provided in section 

1309 that no taxpayer shall be subjected to un- 
necessary examinations or investigations, and 
only one inspection of a taxpayer’s books of 
account shall be made for each taxable year 
unless the taxpayer requests otherwise or un- 
less the Commissioner, after investigation, no- 
tifies the taxpayer in writing that an additional 
inspection is necessary. ‘That it was not the 
intention of Congress by section 1313, to deny 
the taxpayer the right to file a claim and re- 
open his case at any time within the statute of 
limitations, is shown by the wording of sec- 
tion 1316, which authorizes the taxpayer to 
present claims to the Commissioner within 
four years next after payment of alleged er- 
roneous or illegal taxes, penalties, or interest, 
and section 1315 allowing the Commissioner 
to refund or credit sums wrongfully collected. 


It is problematical whether the Department 
will interpret Section 1313 in accordance with 
the opinion I have expressed here, but it seems 
to me that this interpretation makes this sec- 
tion consistent with other provisions of the 
law. The section applies to a decision of “the 
Commissioner,” meaning, apparently, the in- 
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cumbent who makes the decision, which, in 
the absence of fraud or mistake in mathemati- 
cal calculation, “shall not be subject to review 
by any other administrative officer.” The 
courts have held that action to recover inter- 
nal revenue taxes illegally collected does not 
lie against the successor of the collector to 
whom the taxes were paid, the successor not 
having received the*taxes. I believe that the 
same rule would apply to any Commissioner 
who attempts to review a final decision of his 
predecessor, except in case of fraud or mistake 
in mathematical calculation, as provided in 
section 1313, or in the event the taxpayer files 
a proper claim and thereby reopens the case. 


Use of Abatement Claims 


Present procedure under the 1921 law has 
practically eliminated the filing of claims in 
abatement. The only case in which a claim in 
abatement will be entertaitted is where an as- 
sessment has been made without giving the 
taxpayer an opportunity to appeal or without 
awaiting a decision on an appeal that has been 
perfected. In such a case the claim in abate- 
ment must be filed within 10 days after notice 
of assessment and demand for payment by the 
collector. 


In a case where examination of the return 
discloses an overpayment by the taxpayer, and 
where no claim has been filed, the Department 
has provided for the refund or credit of the 
Overpayment without requiring the taxpayer 
to file a claim for refund. I will not attempt 


to discuss procedure in handling claims for 
refund. 


In certain cases the Commissioner is author- 
ized to compromise with the taxpayer. Sec- 
tion 3229, Revised Statutes, provides that the 
Commissioner, with the advice and consent of 
the Secretary of the Treasury, may compro- 
mise any civil or criminal case arising under 
the internal revenue laws instead of commenc- 
ing suit thereon; and, with the advice and 
consent of the Secretary and the recommenda- 
tion of the Attorney General, he may com- 
promise any such case after a suit thereon has 
been commenced. Whenever a compromise 
is made, the Solicitor of Internal Revenue is 
required to file in the office of the Commis- 
sioner his opinion thereon, with his reasons 
therefor, and a statement of the amount of tax 
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assessed, the amount of additional tax or pen- 
_ alty imposed on the taxpayer, and the amount 
actually paid in accordance with the terms of 
the compromise. Section 3469, Revised Stat- 
utes, authorizes the compromise of any claim 
by the Secretary of the Treasury upon the rec- 
ommendations of the United States attorney 
having charge of such claim and the Solicitor 
of the Treasury. 


Compromising Power 


Article 1011, Internal Revenue Regulations 
62, states that the power to compromise ex- 
tends to both civil and criminal cases, whether 
before or after suit, including both taxes and 
penalties, except that taxes legally due from a 
solvent taxpayer may not be compromised. 
The Attorney General has ruled that penalties 
and interest charged against the taxpayer may 
be compromised whether or not the taxpayer 
issolvent. In any case, therefore, where a tax- 
payer is unable to pay any tax or delinquency 
in tax, due to insolvency, or conditions under 
which payment would result in insolvency, it 
is proper to make the Commissioner an offer 
in compromise. A compromise operates for 
the protection of the taxpayer against subse- 
quent proceedings. 


I think most of you are familiar with the 
procedure of the Bureau of Internal Revenue. 
However, it might be well to point out that 
any conclusion or finding made by a revenue 
agent, auditor, engineer or conferee upon evi- 
dence submitted by a taxpayer or during a 
hearing or conference or in a field audit is not 
final or binding upon the Commissioner. It 
may be changed or overruled either by a re- 
viewer, the Solicitor, Committee on Appeals 
and Review, or Commissioner before the as- 
sessment is made and the case closed. This, 
of course, is generally known, but I have heard 
many criticisms expressed by taxpayers who 
have been compelled to make repeated trips to 
Washington to argue and thresh out with dif- 
ferent officials points which they had already 
explained in previous conferences. 


Section 250 (d) of the Revenue Act of 1921 
provides that tax for the taxable year 1921 or 
succeeding taxable years shall be determined 
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and assessed by the Commissioner within four 
years from the time return is filed, and under 
prior laws within five years from the time 
fixed by law for filing the return. There are 
five exceptions, however, in which these lim- 
itations do not apply: 


(1) Where both the Commissioner and tax- 
payer consent in writing to a later determina- 
tion, assessment and collection; 


(2) Cases of fraud; 
(3) Failure to file a return; 


(4) Cases of amortization coming within 
the scope of paragraph (9), subdivision (a), 
section 214, or paragraph (8), subdivision (a) 
section 234 of the Revenue Acts of 1918 and 
1921; and 


(5) Cases of final settlement of losses and 
other deductions tentatively allowed by the 
Commissioner pending a determination of the 
exact amount deductible. (Articles 1008 and 
1012 regulations 62.) Assessment in cases 
coming under one of these exceptions may be 
made at any time. 


Limitation on Suits 


Section 1320 of the 1921 act provides that 
no suit or proceeding for the collection of any 
tax shall be begun after the expiration of five 
years from the time such tax was due, except 
in case of fraud or evasion of the tax. But it 
is further provided that this section shall not 
apply to suits or proceedings under section 250 
of this act, nor to suits or proceedings begun 


at the time of passage of this act, November 
23, 1921. 


Section 250 (d) specifies certain conditions 
under which a suit or proceeding may be 
brought by the Government for the collection 
of any tax at any time, such as in cases of 
fraud, and failure to file a required return. 


Section 1318 provides that no suit or pro- 
ceeding shall be maintained in any court for 
the recovery of any internal revenue tax or 
penalty wrongfully assessed or collected until 
a claim for refund or credit has been duly 
filed with the Commissioner. This section 
further provides that no such action shall be 
begun before the expiration of six months 
from the date of filing such claim, unless the 
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Who Is to Blame for the Federal 
Income Tax Lawsr 


By Grorce B. SHERMAN 


to get mad about has never been difficult. 

Who cannot readily recall occasions 
when wrath has been aroused by a collector’s 
notice not provided for, an unexpected assess- 
ment of additional tax, an unforeseen liability 
resulting from a completed and closed trans- 
action, an adverse decision upon an appeal 
or claim, or, perhaps, only a vain struggle with 
a vital problem upon which no light seems to 
be reflected from the endless text of statute, 
regulations, decisions, rulings, treatises and 
comments? The only trouble at such times is 
that we do not know whom to denounce— 
whether Congress, the Kaiser, or the Treasury 


, \O find something in the income tax law 


Department. Usually, of course, the Treas- 
ury Department or, more precisely, the Bu- 
reau of Internal Revenue must take the blame. 
But it is the plain truth that for a large portion 
of our troubles we ourselves are to blame— 
you and IJ and all who make up the American 
public and whose collective attitude is called 
public opinion. If there is anything funda- 
mentally wrong in our income tax law or its 
administration, it is because public opinion 
has dodged its responsibility for making it 
right. 

This is reflected in the way the newspapers 
report on taxes. In contrast with the large 
headlines and general discussion which fol- 





Commissioner renders a decision within that 
time, nor after the expiration of five years 
from the date of payment of the amount al- 
leged to have been wrongfully collected. This 
limitation does not apply to proceedings insti- 
tuted prior to the passage of the Act of 1921, 
but does apply to all suits and proceedings 
instituted after its passage, whether vor not 
barred by prior laws. "You will note that this 
provision actually allows four years and six 
months for bringing action in the court, as six 
months of the five-year period is granted to the 
Commissioner within which to pass upon a 
claim for refund or credit, and if such claim 


was not filed immediately upon payment of © 


the tax or penalty, the time allowed for bring- 
ing suit would be still further limited. 


Coming back to the question—‘‘When is a 
case closed ?”—my answer is that a taxpayer 
has no positive assurance that his case is closed 
unless he has signed a written agreement with 
the Commissioner or has effected a compro- 
mise, or unless action by the Commissioner is 
barred by the statute of limitations; assuming, 
of course, that there is no element of fraud or 
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evasion involved. A case is closed so far as a 
taxpayer is concerned when his remedies have 
been exhausted ; and it can not be reopened ex- 
cept (1) where a showing is made of new and 
material facts accompanied by a statement sat- 
isfactory to the Commissioner in explanation 
of the failure to produce such facts prior to 
the closing of the case; or (2) where the case is 
materially affected by the change of regula- 
tions or by the final decision of the Commis- 
sioner or by a court of competent jurisdiction. 
This is in accordance with a ruling of the 
Commissioner approved by the Secretary of 
the Treasury, October 31, 1921. This ruling 
applies to a taxpayer who seeks to reopen his 
case. Section 1313 of the Act of 1921 should 
be construed strictly in its application to cases 
reopened by the Government; and once a case 
has been finally closed after full hearings and 
a final decision by the Commissioner in ac- 
cordance with law, it should not arbitrarily be 
reopened or subjected to review by any subse- 
quent Commissioner or other official of the 
Government except in case of fraud or mistake 
in mathematical calculation, if this section of 
the Act means anything. 
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lows a stock dividend decision, for example, 
or an amendment of the law, we find in most 
papers a few lines on an inside page, ignored 
by most readers, which tell of proposals for 
fundamental changes in the statute, committee 
hearings and reports which largely determine 
the action of Congress, or the compromises, 
triumphs and defeats which make up the 
legislative process. While there have been 
conspicuous exceptions, where a series of arti- 
cles discussing proposed legislation has been 
published, in the main the newspapers well 
reflect the fact that the public interest centers 
in the finished law and is little concerned with 
the law in the making. Yet the courts have 
only the smallest latitude in the interpretation 
of the statute as written; the Treasury is almost 
powerless to deal broadly with considerations 
of public interest in applying the expressed 
will of Congress to the existing circumstances. 


Small Concerns Neglected 


The well organized and well informed in- 
terests have never failed to recognize how 
much more efficient and more economical and 
more easy it is to insert a few clauses in a 
pending bill than to carry a very doubtful 
case through years of litigation to the Su- 
preme Court. Their specific needs are always 
presented ito and pressed upon Congress and 
have in many respects been recognized in im- 
provements (sometimes in blemishes) in the 
law. ‘Their enlightened interest in the wel- 
fare of the country as a whole has in many 
cases added their powerful support to an effort 
to improve the law in its general application. 
The farmer, the laborer, the salaried voter, 
have been not inadequately protected by the 
political solicitude of Congress and the dis- 
interested efforts of the Treasury experts. 
But unorganized business—the average busi- 
ness man, the small business, the diversified 
industry of the country—these have been con- 
spicuously neglectful of their own interests, 
and consequently their importance to Con- 
gress is not great. They have inevitably suf- 
fered a disproportionate burden under recent 
Federal income tax laws. 


A complete revision of the income tax law 
will be one of the chief tasks before the new 
Congress which convenes with the close of 
this year. Already there has been appointed 
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in the Treasury Department a committee 
which will spend several months in the con- 
sideration of the subject, and the drafting of 
the recommendations of the administration to 
Congress. Under the general direction of S. 
Parker Gilbert, Jr., Under Secretary of the 
Treasury, this committee consists of William 
L. Moorhead, chairman of the Tax Simpli- 
fication Board; J. G. Bright, assistant deputy 
commissioner of Internal Revenue, and A. W. 
Gregg, of the office of the Solicitor of Internal 
Revenue. It will keep in close touch with 
the members of the Senate Finance Commit- 
tee and the Ways and Means Committee of 
the House, and will cooperate with Fred R. 
Lee and Middleton Beaman, of the Senate 
and House Legislative Drafting Services. 


This committee will not only present a com- 
plete draft of a revised law and assist in for- 
mulating the provisions necessary to express 
the changes in law approved by Congress and 
committees during the consideration of the 
bill, but will also give consideration to fun- 
damental questions of policy. Should un- 
earned income be more heavily taxed? 
Should capital losses be deductible or capital 
gains be taxed? Should husband and wife be 
treated as a unit? How can the law mini- 
mize the discrimination between corporations, 
partnerships, and individual proprietors of 
businesses? Where else does the law unnec- 
essarily interfere with or artificially obstruct 
the transaction of business in the most effective 
manner and with the most advantageous re- 
sults? Can the escape from taxation through 
the creation of family trusts, the accumulation 
of corporate profits, the postponement of 
realization, and similar devices, be prevented ? 
What are the other loop-holes in the law and 
how can they be closed? Where does the law 
produce an inequitable result or an undue 
hardship and what is the remedy? Upon all 
such questions the committee is now. ready to 
receive information and ideas. Later they 
will be under consideration by Congress and 
its committees. 


Now is the time to contribute your share 
to the improvement of the income tax law—to 
escape your share of the blame for a law 
which is not as good as it ought to be. Since 
Congress must begin its consideration of ‘a 
complete program in December or January, 
the preliminary work, which will determine 
the scope and trend of that program, must be 
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. well under way by September. Public opin- dence and equitable distribution of the enor- 
‘ ion can be effective only when it is expressed. mous burden of Federal income taxes at pres- 
f Every business man should now establish re- ent and in prospect. 

lationships which will keep him informed 
. about all proposals to change the law and It seems impossible to expect an early re- 
which will enable him to express and obtain duction of rates. There is a strong probability 
e presentation of his views. Every lawyer, ac- that an excess-profits tax will be restored in 


countant, and tax expert should consider the 
possibilities of contributing suggestions from 
his experience and should advise his clients 
how their interests are affected by pending 
proposals or how they might be advanced by 
possible innovations. Every trade associa- 
tion, chamber of commerce, and similar busi- 
ness organization should now appoint its com- 
mittees, prepare its questionnaires, and ar- 
range its referendums. 


There is no single problem before the coun- 
try which is more potent to influence general 
and individual prosperity than the right inci- 


some form. We face even the possibility of 
so undesirable a mé@asure as a drastic tax upon 
undistributed corporate profits actually re- 
quired in a business. The Treasury commit- 
tee will be vigilant in preventing the enact- 
ment of an unsound law and will seek to direct 
into the least harmful channels the insistent 
demands for unreasonable legislation. On the 
other side will be public ignorance, indiffer- 
ence, and inertia. Unless you assist to the full 
extent of your opportunity and capacity, you 
cannot escape your share of the blame for the 
next income tax law, if this law proves to be 
detrimental to general welfare. 





The National Income Tax Magazine 
Offers to Help 


HIS article has suggested to us a special field in which we may per- 
haps be of service. ‘To make effective the full force of the aggregate 
opinion of the readers of this magazine, we offer to act as a clearing 


house for your ideas. Send us your views. We will classify and tabulate 
them, urge consideration of valuable contributions, and put the strength of 


numbers behind the measures you favor by bringing together those who desire 
to support them. 


Not only will the National Income Tax Magazine publish from time 
to time articles, correspondence, and news items containing information and 
discussion of proposed, pending or possible legislation but, in addition to 
this, we invite the use of our organization as a nucleus for co-operation in 
collecting and presenting at Washington the views of our readers. Let us 
know what you or your association or your clients are doing or would like 
to do. Probably. we will be able to place you in touch with others who have 
iin the same plans, so that all can work more effectively by working together. 


—to May we serve you as the means of that co-operation which alone will 


law | produce the best results? If so, write us. 
nce | . 
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Federal Taxation as Applied to 
Reserves for Discounts 


By J. C. BAKeEr, C. P. A.* 


HEN Congress enacted the Income 

and Profit Tax Laws of 1917, 1918, 

and 1921, it failed to state specifically 
how to apply these laws to reserves for dis- 
count. It was possibly considered unneces- 
sary, since proper accounting procedure would 
guide taxpayers in making correct deductions 
from income for discounts where the books of 
account were closed and Federal tax returns 
were compiled. 


Without due consideration, it might be sup- 
posed that but little difference would result 
in the ultimate amount of Federal taxes, 
whether or not adjustments were made for 
discounts allowable to customers or discounts 
receivable from creditors at inventory dates, 
provided a consistent method was continuously 
adopted. It might be thought that differences 
occurring in one period would automatically 


N THIS article are considered fac- 
tors in the determination of taxable 
income that are of special importance 
to particular lines of business, such as 
the clothing industry, where discounts 


are a large item. The writer has had 
experience in practice which qualifies 
him to give some suggestions that may 
not be without value in any business. 





adjust themselves before the close of the fol- 
lowing period, or that discounts payable might 
offset discounts receivable. That such reason- 
ing may lead ‘to erroneous conclusions in re- 
spect to Federal taxation during recent years 


* Manager of J. C. Baker & Co., Certified Publie Accountants, 
Chieago. 


is plainly shown in an illustration appearing 
at the close of this article. 

It can be safely assumed that taxpayers 
whose business operations extended over the 
four-year period ending with December 31, 
1920, and whose customers ledger balances 
have averaged an aggregate amount of $100,- 
000 or more, subject to discount, have been 
materially over-assessed for Federal taxes 
where they have failed to make proper pro- 
vision for such discounts. This appears ob- 
vious since immediately preceding and follow- 
ing this term of years taxes were assessed at 
materially lower rates. During these years 
incomes were also usuably the largest, when 
the tax rate was the highest. 

This article is not written for the purpose 
of discussing accounting theories, but rather 
to consider actual facts, as disclosed by exist- 
ing accounting records. If it helps taxpayers 
to correctly report their taxable income, and 
at the same time saves them money, my object 
will be accomplished. 


The U.S. Treasury Department endeavors 
to properly assess all taxpayers, yet correct 
assessments cannot be made where incorrect 
information is received regarding taxable in- 
come. The Department evidently accepts the 
theory that trade discounts should not appear 
in books of accounts, and that therefore all 
invoices in which trade discounts are involved 
should be recorded at net prices. 

Many organizations have not followed this 
theory in their books of account, and all in- 
voices rendered have been recorded by them 
at gross or billed prices. The discount re- 
ceives consideration by them at the dates of 
payment, and appears in their cash books un- 
der such dates. Treasury agents cannot be 
greatly blamed for accepting as cash discounts, 
all discounts recorded in cash books, when it 
appears that such action is in accord with the 
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Treasury Department’s instructions. Regula- 
tions fail to instruct taxpayers or others how 
to account for reserves for discount when re- 
porting taxable income. Instructions are fur- 
nished in regard to bank discount and bond 
discount, but discounts accruing on accounts 
receivable or accounts payable are not men- 
tioned. 

However, during the first half of 1919, the 
Income Tax Unit promulgated Office Deci- 
sion 146, and Treasury agents apparently en- 
deavor to follow the instructions therein con- 
tained, in compiling their reports after exam- 
ining taxpayers records. This decision reads 
as follows: 

A corporation keeping its accounts on an accrual 
basis will not be permitted to deduct from gross in- 
come a sum in anticipation of the amount the corpora- 
tion may be required to allow as cash discounts due 
and payable in the succeeding year. But many amounts 
so allowed in the succeeding year, before the return 
is filed, may be deducted from gross sales for the pre- 
vious year. 

The last clause in this decision seems to have 
been ignored in every Treasury agent’s report 
I-have read in which discounts have become 
a factor. 

However, the entire decision was so incon- 
sistent with acceptable accounting practice 
that three years later, in June, 1922, the Tax 
Unit rendered Office Decision 1348, still in 
effect, which reads as follows: 

When a taxpayer regularly sets up a reserve for 
cash discounts allowable, he should return each year 
the amount of his sales less the cash discounts allow- 
able. Any portion of such discounts collected in sub- 
sequent years, should be returned as income when col- 
lected. Where the taxpayer sets up no reserve for 
cash discounts, but regularly reports the gross amount 
of his sales, he should take as a deduction from gross 
sales the amount of the discounts actually allowed dur- 
ing the year for which the return is made. 

Any discounts allowed in the following year on out- 
standing accounts at the close of the preceding taxable 
year should be taken as a deduction:in the year in 
which allowed. Under no circumstances will the tax- 
payer be allowed to throw back into the prior year 
discounts actually allowed after the close of that year. 
QO. D. 146 overruled. 

It may be noted that both of these decisions 
refer to cash discounts, no reference being 
made to trade discounts. Also that, whereas 
the first decision only relates to corporations, 
the last decision covers all classes of taxpayers. 
[t should be noted that taxpayers who have not 
created reserves for cash discount appear to 
be barred from claiming overassessments of 
taxes, due from the fact that proper reserves 
for cash discount had not previously been pro- 
vided for. 
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These decisions do not bar taxpayers from 
making claims for abatement or refund for 
taxes overassessed, resulting from the fact that 
trade discount had not been properly con- 
sidered at prior dates. I have been unable to 
find any decision of any kind issued by the 
Treasury department in direct relation to 
trade discount. 

Under such circtmstances it seems to the 
advantage of taxpayers who have previously 
made serious mistakes in reporting discounts, 
or who have been incorrectly assessed on ac- 
count of discounts, to establish a line of demar- 
cation between cash discount and trade dis- 
count, and to file claims for refund in accord 
with the facts. 

There seems to be but little conflict in the 
opinions of accounting authorities in regard 
to the point at which this line should be drawn. 


Trade Discount Defined 


The eminent English authority, Lawrence 
R. Dicksee, in his work on “Auditing” says: 
There should be little difficulty in distinguishing 
between cash and trade discount; wherever the rate is 
higher than that which an ordinary concern would 
usually pay for the convenience of prompt payment, 

it can be safely treated as a trade discount, and the 
amount so received should be applied in the reduction 

of the cost of goods purchased.—T rade discount should 


always be provided for by deductions from the pur- 
chases and sales respectively. 


America’s equally eminent authority, Rob- 
ert M. Montgomery, in his treatise, “Audit- 
ing Theory and Practice,” is even more spe- 
cific. He says: 


The author—has always stated that trade discounts 
were direct deductions from invoices, and should not 
appear in the books of account of the seller or the 
purchaser.— However, in some trades considerable im- 
portance is placed upon the variations in trade dis- 
counts——and the accounting student should decide for 
himself whether trade discounts have any-place in 
books of account— 

The test of a trade discount is the rate. In some 
lines of business a 7 per cent discount is allowed for 
payment within thirty days. This. is not cash dis- 
count, for no business house would pay that rate for 
money.—-For instance, the strict enforcement of the 
terms ‘‘2 per cent ten days, net thirty days’’ indicates 
that the 2 per cent is an earning and not a deduction 
from the purchase price. As a general rule, any dis- 
count in excess of the terms just mentioned may be 
treated as a trade discount. 


Quite frequently an account called “Interest 
and Discount” is kept by taxpayers, and to 
such an account is posted all interest, also all 
discounts whether allowed or received. This, 
of course, is incorrect bookkeeping. How- 
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ever, taxpayers who have kept their accounts 
in this manner may profit by having this ac- 
count analyzed, and, where the result of the 
analysis indicates a considerable amount of 
trade discount, abatement or refund claims 
may be filed for overassessments of taxes. 


In certain trades, where goods are manufac- 
tured and sold to the jobber or retailer several 
months in advance of the time of sale to the 
consumer, discounts ranging from 3 to 10 per 
cent, effective at dates of payment, prevail. 
These goods are usually billed by the seller at 
gross prices, the terms of sale being stated in 
spaces provided for at the top of invoices. Or- 
dinarily the buyers of these goods credit the 
merchandise received at gross prices, and at 
payment dates deduct the discount allowed 
them. Columnar cash records are so arranged 
that the cash paid is shown in one column and 
in the adjacent column the discount appears. 
The seller is charged with both cash and dis- 
count which closes his account, and the pur- 
chaser obtains a complete record of all dis- 
counts earned, irrespective of whether such 
discounts be cash discounts or trade discounts. 
At inventory periods discount adjustments are 
made so as to show the net value of customers’ 
accounts, also the net amounts due to creditors. 


Refunds Possible 


Later, when a Treasury agent arrives to 
check income tax returns against these tax- 
payers’ records trouble begins. Following his 
instructions received in 1919, and not changed 
until June 1922, this agent in his report to 
Washington will probably annul the taxpay- 
ers’ adjustments of discounts and recommend 
an additional assessment. Experience shows 
that even after Office Decision No. 1348 was 


rendered, such a recommendation is followed, 


also that the assessment is made and collected 
unless the taxpayer presents a well substanti- 
ated protest. There are probably a large 
number of taxpayers who have not protested 
against such additional assessments. Those 
who have paid these assessments are entitled 
to refunds. 


The following case is an illustration of how 
much a taxpayer may save by protesting. All 
amounts used in the illustration are multiples 
of amounts actually abstracted from the rec- 
ords of a ladies’ garment manufacturing con- 
cern located in Chicago, with amounts of less 
than $100 eliminated. The tax computations, 
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however, eliminate cents only. The initials 
used in the name of the partnership are ficti- 
tious. 


The Illustration 


The G. W. Company, a partnership, en- 
gaged in the manufacture of ladies’ coats and 
suits, requiring additional capital organized 
a corporation in which the partners of the old 
organization acquired the majority of the cor- 
poration’s capital stock. The corporation’s 
business activities began on January 1, 1917, 
having purchased under that date the entire 
business of the partnership. During the year 
of 1917 the earnings of this close corporation 
were comparatively small, but during the 
years of 1918 and 1919 their books indicated 
exceedingly heavy profits as compared with 
previous or subsequent years. 


Early in 1922 a Treasury agent examined 
their books of accounts for the three years 
ending December 31, 1919, and found the 
following items effective in relation to in- 
come and war profit taxes during the period ° 
under his review (average invested capital 
during the so-called pre-war period, $600,000; 
average profit during pre-war period 20 per 
cent of pre-war invested capital) : 

Invested Capital—Jan. 1, 1917—$1,000,000; Dec. 31, 
1917—$1,338,000; Dec. 31, 1918—$1,824,000; Dec. 
31, 1919—$2,114,500. 

Reserve for discounts on Accts. Receivable.—Jan. 1, 1917 
—$33,000; Dec. 31, 1917—$18,100; Dec. 31, 1918— 
$27,300; Dec. 31, 1919—$38,500. 

Reserve for Discounts on Accts. Payable-—Jan. 1, 1917— 
none; Dec. 31, 1917—$39,200; Dec. 31, 1918— 
$14,050; Dec. 31, 1919—$30,700. 

Taxable Income, Discount Reserves Considered.—Years 
ending: Dec. 31, 1917—$40,500; Dec. 31, 1918— 
$416,800; Dec. 31, 1919—$416,200. 

Federal Tax Paid Per Income Returns.—Year of 1917— 
he year of 1918—$204,656; year of 1919—$98, 
Acting under his instructions the Treasury 

agent disallowed all reserves for discount, and 

the taxpayer was advised that an additional 
assessment of $20,527 would be made for taxes 
upon additional income involved in these re- 
serve accounts. The actual amount of the 
additional tax represented about 6% per cent 
of the entire amount actually due for these 
three years under O. D. 1348. 


This taxpayer protested against the added 
assessment in May, 1922, or shortly before O. 
D. 1348 was promulgated. In September, 
1922, the company was notified that it must 
pay the additional tax, unless an appeal from 

(Continued on page 27) > 
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U. S. Chamber of Commerce to 


Consider Tax Law Changes 


AX questions will have a prominent 
place in the discussions at the 11th an- 


nual meeting of the Chamber of Com- 
merce of the United States which will be held 
in New York City May 8 to 10 inclusive. 
Several organizations have offered resolutions 
on matters affecting the income tax. 


The Chicago Association of Commerce sub- 
mits for consideration a resolution favoring 
the passage of legislation which will result in 
the establishment of a Court or Board of Tax 
Appeals, to be composed of competent men 
appointed by the President, who are entirely 
disconnected from the administration of the 
affairs of the Treasury Department. The de- 
sire is expressed that this Court or Board of 
Tax Appeals shall sit in various centers of the 
country convenient of access to the taxpayers. 
(This part of the resolution has been antici- 
pated by the Bureau of Internal Revenue. A 
subcommittee of the Committee of Appeals 
and Review is now testing the practicability of 
decentralization of administration in this re- 
spect by hearing 100 tax appeal cases in St. 
Paul.) 


Legislation is desired that will provide for 
prompt and conclusive settlement of the tax- 
ability of persons and corporations to the end 
that business enterprises may not be embar- 
rassed by the appearance of liabilities hitherto 
not known to exist but which have their origin 
in revised regulations for the application of 
the revenue law or in new interpretations of 
the law itself. 


The National Jewelers Board of Trade sub- 
mits a resolution which proposes that the 
United States Chamber of Commerce shall 
urge that a suitable act of Congress be passed 
providing for a mixed committee of members 
of Congress and non-members, whose duty 
it shall be to hold hearings in Washington or 
elsewhere and gather facts relative to our sys- 
tem of taxation and to propose amendments to 
that system. 


It is suggested that such a committee shouid 
consist of 5 members of the Senate, 5 members 





of the House of Representatives, a representa- 
tive of the Treasury Department, a representa- 
tive of the Department of Commerce, an 
economist, a farm representative, a representa- 
tive of labor, an importer, a manufacturer, a 
wholesaler, a retailer, and that this committee 
of 19 should be provided with sufficient funds 
and suitable power to carry out the purpose 
of its creation. It is further recommended 
that hearings of the committee shall be public 
and that the minority as well as the majority 
reports be made in print and widely distrib- 
uted. The American Electric Association of 
America submitted for consideration resolu- 
tions urging for a constitutional amendment 
to be passed authorizing Congress to levy 
taxes on the income derived from the secur- 
ities of States and their subordinate taxing 
districts or subdivisions. 


MICHIGAN INCOME TAX BILL 
PROVIDES FOR FLAT RATE 


Provision for an income tax with a flat rate 
of 4 per cent is made in a bill which has been 
introduced into the Michigan legislature. 
Single men with income less than $1,000 are 
exempt. The exemption for heads of families 
is $2,000 with $400 additional for each child 
under 18 years of age, or other dependent. 


Under the terms of the bill, the direct prop- 
erty tax would be entirely eliminated but it 
is planned to introduce another measure which 
will cover that feature of the taxation problem. 
It is asserted that this proposed income tax 
law would bring into the state $14,000,000 to 
$16,000,000 per year, with the income from 
corporation taxes ranging from $6,000,000 to 
nearly $9,000,000 and fees of about $5,000,000 
per year. The author of the bill is of the 
opinion that the income tax would provide 
revenue enough to make the property tax un- 


necessary. 


THE TAX PROGRAM TO WHICH. 
THE PROGRESSIVE GROUP 
IS COMMITTED 


By JAMES A. Frear, M. C. 
Ceaer to requests that bills be pre- 


pared and submitted next session for re- 

vision of the income tax laws, several 
measures have been drawn to meet weaknesses 
in the 1921 revenue law. 

Tentative bills will be ready for submission 
to the Progressive group and members of the 
Congress, regardless of party, who feel the 
need of definite legislation to meet wholesale 
investments in tax-free securities and in stock 
dividends that are destroying the effectiveness 
of the income tax law. Over $20,000,000,000 
invested in tax-free securities and stock divi- 
dends pays no personal income tax today. 
When estimates for government purposes 
were made these wholesale tax evasions were 
never anticipated. 

The high prices and profiteering disclosed 
by recent corporation melon cutting is an 
aftermath of war in other countries as well as 


Sines is the complete statement, as 
issued by Mr. Frear, announcing 
the nature of the legislation which will 
receive the support of the Progressive 
group at the hext session of Congress. 

Though one may not agree with his 
ideas on taxes, Mr. Frear gives the im- 
pression of being entirely sincere in the 
expression of his belief. Information 
from Washington is that he seems to 
have come to a better understanding 
with the Secretary of the Treasury’s 
office than origin2!ly existed, it being 
granted by both sides i':.¢ each is hon- 
estly trying to work out a tax system 
on the best economic principles, both 
sides conceding that each brings to the 
problem a bias arising from differing 
prior experiences. 





TAX EVENTS AT WASHINGTON 





our own, but with a $22,000,000,000 debt to 
pay and annual expenditures four times what 
they were ten years ago, taxes must be levied 
to meet the Government’s needs and must be 
paid by those best able to do so. To this 
problem is added unheard-of tax evasions not 
met with in other countries. 


In England the income tax rates are from 
two to three times higher than our own and, 
in addition I understand, no problem of tax- 
free securities or stock dividends occur in 
England, Canada, France or other countries 
like the avenues of tax escape which confront 
our government. In fact, the normal English 
corporation tax of 30% is far higher than the 
12% per cent corporation tax of the 1921 law 
added to any proposed excess profits tax pay- 
able by 95 per cent of those who make tax 
returns. 


What is the solution to meet the hackneyed - 
cry of “soaking the rich” when 100 poor men 
are pinched for every rich man “soaked’’? 


A constitutional amendment must first be 
passed to reach tax-free holdings or stock divi- 
dends because under Supreme Court decisions 
single individuals now often hold millions of 
dollars tax-free; whereas, many professional 
men are paying far larger taxes on their per- 
sonal service income alone. This grossly un- 
just result is due to tax evasions made possible 
by court decisions in this country unknown to 
other countries. 


One tax proposal relates to an inheritance 
tax with larger rates than are found in exist- 
ing law, but certain credits will be proposed 
where State laws overlap the Federal laws on 
inheritance taxes. We cannot reach tax-free 
securities now but the Government can get its 
just dues when mushroom estates are distrib- 
uted. 


A gift tax should properly accompany the 
inheritance tax to prevent estate tax evasions 
and one was introduced last session that will 
again be urged for passage. 


A third tax relates to undistributed profits 
and should be retroactive in order to reach cor- 
porate surpluses laid aside annually and after- 
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ward distributed in stock dividends. The 
practice is unjust to the little stockholder and 
is responsible for great monopolies that have 
absorbed all rivals through surplus profits that 
pay no personal income tax. 


Secretary Mellon has failed to impose any 
penalty under the law. In fact, under his 
interpretation of Section 220, the penalty 
clause of 25 per cent becomes a nullity. 


A retroactive undistributed profits tax will 
not equal the individual surtaxes that ought to 
have been paid if surpluses had been distrib- 
uted, but it will help to meet the situation and 
has been endorsed by high tax authority apart 
from four eminent judges in income tax stock 
dividend decisions. 


A fourth proposition relates to enormous 
corporate profits that are escaping any excess 
profits tax today. Profiteering is unlimited. 
It may reach 25 per cent or 100 per cent meas- 
ured only by lack of conscience where a mon- 
opoly controls the price. 


A bill to restore the excess profits tax has 
been prepared with a lower rate than the old 
law imposed in the lower brackets but a heavy 
rate on higher profits or higher brackets is 
urged in order to remove the incentive for 
profiteering which was never more uncon- 
scionable than today. A former exemption 
from the tax of eight per cent profits on the 
invested capital is continued in the new tax 
proposals. | 


Publicity of treasury tax records will be 
offered so that tax proceedings will be public 
the same as court proceedings. Under exist- 
ing law, secret records, secret testimony by in- 
terested parties, secret findings, secret collec- 
tions and secret re-payments in controversy 
today reach billions of dollars in the aggregate 
until public confidence in the administration 
of the law has been undermined. Tax records 
like other public records should be made pub- 
lic in fact. 


Any proposal to enact a sales tax will meet 
certain defeat whether offered as an inde- 
pendent measure or attached to a soldiers’ 
bonus bill. Last session with a 169 Repub- 
lican majority, although endorsed by Presi- 
dent Harding, this tax was overwhelmingly 
defeated in committee. 


Applying the proposed excess profits tax to 
24 per cent net profits for 1922 of the con- 
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servative National City Bank, amounting to 
$9,708,894; the following result is reached. 
The first 8 per cent profit would be exempted 
as under the old law; the next 10 per cent 
would pay a 10 per cent tax, or a net one per 
cent, while the remaining 6 per cent would pay 
+14 per cent tax (75 per cent of 6 per cent) 
leaving 18'% per cent net profit to the bank 
after paying 5% per cent to the Government 
on 1922 earnings. With the normal tax to 
be added, the lower bracket may be raised to 
reach the same result, but this is only a plan 
for discouraging profiteering and will be sub- 
mitted without specific rates. 


If the bank’s Cuban interest in the sugar 
price boost, as reported in the press, together 
with its Haitian, Central American and pro- 
posed Liberian loan from the government 
should bring to the bank, for illustration, 32 
per cent for 1923, the additional 8 per cent 
profit in that bracket may be divided 25 per 
cent and 75 per cent so that of the 32 per cent 
net profit the bank would retain 201% per cent 
and the government would collect 11% per 
cent. The proportionate division in the higher 
bracket would discourage sugar profiteering 
if three-fourths of the so-called “social 
wealth” went into the Treasury strong box. 
A profit of 20% per cent is three times the 
average interest rate between individuals, and 
the little fellow pays his full tax on any inter- 
est collected. Several millions of small tax- 
payers find no escape through tax free se- 
curities. 


Sees Salary Inflation 


Another illustration of the proposed profit 
tax bill. Standard Oil of New Jersey has re- 
ported 775 per cent net profits in ten years or 
77% annually based on its capital stock. Its 
invested capital reduces the rate but this is an 
indefinite quantity, while among expenses or 
overhead, twelve officers’ salaries in this one 
company total more than twelve times the 
salary of the President of the United States. 
The public pays the price set for oil including 
every dollar of the twelve salaries, so the bill 
provides that the Secretary, for tax purposes, 
may determine reasonable allowances for 
salaries and other glaring expenditures, with 


right of appeal to the court. One man today 
(Continued on page 21) 





20 THE NATIONAL INCOME TAX MAGAZINE 


SECRETARY MELLON REAFFIRMS 
SUPPORT OF SURTAX 
REDUCTIONS 


eb Treasury has collected, during 
.f{ March, 1923, on the basis of daily 
Treasury statements, income taxes to 
the amount of $463,000,000 as compared with 
$393,000,000 of income and profits taxes col- 
lected in March, 1922, or an increase of about 
$70,000,000 in 1923 as compared with 1922. 
The best possible estimates indicate that this 
probably means increased collections of in- 
come taxes. for the calendar year 1923 amount- 
ing to about $200,000,000 more than for the 
calendar year 1922. 


“The March, 1923, collections represent 
the first quarterly payment of income taxes 
under the new rates fixed by the Revenue Act 


THIS statement Secretary Mellon 

gives his reasons for the conclusion 
that a reduction of the higher surtaxes 
is advisable. It is notable that, although 
Mr. Mellon in support of a constitu- 
tional amendment to permit Federal 
taxation of State security issues has 
stated that the ineffectiveness of the 
higher surtax rates is largely due to 
investment in taxfree securities, no def- 
inite emphasis is placed upon this means 
of correcting the faulty operation of 
the higher surtax rates. 





of 1921, and are based on the business of the 
calendar year 1922, while the collections in 
March, 1922, were made at the old rates on 
the basis of the business of the year 1921. 
Business in 1922 was markedly better than in 
1921, but under the new law, the maximum 
surtax is 50 per cent as compared with 65 per 
cent under the old law, giving a combined 
maximum of 58 per cent, normal and surtax, 
as compared with a combined maximum of 
73 per cent under the old law. The new law, 
moreover, repealed the excess-profits tax, 
effective January 1, 1922, and, as a partial 
substitute, imposed a 2% per cent flat addi- 
tional tax on the net income of corporations. 
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The March, 1923, collections, therefore, con- 
tain mo excess-profits taxes (except perhaps 
small payments of back taxes), while the 
March, 1922, collections included a full quar- 
terly payment of excess-profits tax levied in 
respect to the business of the year 1921. The 
Revenue Act of 1921 also liberalized in 
other respects the provisions of the income 
tax laws by allowing increased credits for de- 
pendents, limiting the tax on capital gains, 
and making other changes calculated to sim- 
plify the law and reduce the tax burden. 


“That collections in March, 1923, have 
amounted to $70,000,000 more than in March, 
1922, when higher rates and additional taxes 
were in force, makes a most significant com- 
mentary on the revision of the internal revenue 
laws and the recommendations which the 
Treasury has heretofore made with respect 
to taxation. In my letter of April 30, 1921, 
to the Chairman of the Committee on Ways 
and Means of the House of Representatives, 
I recommended the repeal of the excess profits 
tax, with a flat additional income tax as a par- 
tial substitute, and the reduction of the income 
surtaxes to a maximum of 32 per cent for the 
year 1921 and 15 per cent thereafter, ‘with 
a view of producing aggregate revenue sub- 
stantially equivalent to the estimated receipts 
from the income tax under existing law.’ In 
this connection, the letter states: “The higher 
rates of income surtaxes put constant pressure 
on taxpayers to reduce their taxable income, 
interfere with the transaction of business and 
the free flow of capital into productive enter- 
prise, and are rapidly becoming unproductive. 
The excess-profits tax is artificial and trouble- 
some. ‘Taxes of this extreme character are 
clogs upon productive business and should be 
replaced by other and more equitable taxes 
upon incomes and profits. An intelligent re- 
vision of these taxes should encourage pro- 
duction and in the long run increase rather 
than diminish the revenues.’ The actual re- 
sults of the revision which was made have 
fully justified these predictions. Actual col- 
lections of taxes this year under the new law 
are substantially larger than collections last 
year on the old basis and at the same time there 
has been substantial revival of business, so that 
under the downward revision the effect has 
actually been ‘to increase rather than diminish 
the revenues.’ 
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“Revenue revision presents a practical prob- 
lem, and what has already been accomplished 
indicates the practical answer and shows 
clearly what course further revision should 
take. There is no point in maintaining high 
rates of taxation which do not produce rev- 
enue, and there is no doubt that the high in- 
come tax rates which are still in effect are 
gradually defeating their own purpose and 
creating artificial conditions that tend to 
hamper the development of business and in- 
dustry and reduce the volume of income sub- 
ject to taxation. The surtax rates, even under 
the Revenue Act of 1921, rise as high as 50 
per cent, giving a combined normal and sur- 
tax of 58 per cent, and, as the Treasury has 
frequently pointed out in the past, these exces- 
sive rates put such heavy pressure on the larger 
taxpayers to reduce income subject to surtaxes 
that inevitably they seek every permissible 
means of avoiding the realization of taxable 
income. ‘The high rates sound productive, 
but the fact remains that year by year they 


- are becoming increasingly ineffective and are 


actually operating to reduce rather than in- 
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crease the revenues. I, accordingly, recom- 
mended to the last Congress that the surtaxes 
be reduced to a maximum of 25 per cent, mak- 
ing a combined maximum normal and surtax 
of 33 per cent, and at the same time various 
avenues of escape from the surtaxes be closed 
so far as possible under the law. Congress 
has already acted to close some of the gaps, 
but for the most part the evil still remains, and 
the only effective way to reach is to reduce 
the surtax rates themselves to a more reason- 
able level, in order to reduce the pressure for 
avoidance of taxable income and keep the sur- 
taxes from becoming completely unproduc- 
tive. I have previously stated, and am con- 
firmed in this conclusion by the results of the 
March payments, that the surtax rates, if read- 
justed to the maximum of 25 per cent recom- 
mended by the Treasury, would much better 
accomplish their purpose and yield at least 
as large, and probably larger revenues than 
the existing rates, without at the same time 
involving the country in the unwholesome 
consequences which follow from the artificial 
conditions growing out of the present law.” 





THE PROGRESSIVE TAX PROGRAM 
OUTLINED BY REP. FREAR 


(Continued from page 19) 


owns $410,874,000 in these oil properties that 
pay such pitiless profits. 


Undisturbed and unlimited profiteering has 
brought about an unhealthy economic condi- 
tion when 2 per cent of the people in this 
country are found to own 65 per cent of all 
the wealth and 2% per cent of the people in 
England own 88 per cent of the wealth in that 
country. Millions of people who are eking 
out a bare existence and fighting against a 
vicious sales tax urged by big business will 
approve any effort to curb these unconscion- 
able profits. 


The Pujo money investigation never 
scratched the surface of present conditions 
and the facts would be astounding if another 
probe were had. 


Last session a group of Republicans, num- 
bering at times one hundred members, opposed 
regular party leaders on several occasions and 
overcame a 167 Republican majority by de- 
feating the dye embargo, the proposed gen- 


eral consumption tax, the effort to reduce 
surtaxes to 32 per cent and the retroactive 
repeal of the excess profits tax to January |, 
1921. The last measure alone would have 
taken nearly $500,000,000 in excess profits tax 
receipts and high surtaxes from the Treasury 
if it had carried as was proposed and forced, 
but it failed in the hands of administration 
leaders. 


The same group of Republicans actively 
proposed and supported the budget bill, the 
soldiers’ bonus bill, agricultural credits and 
other important constructive measures that 
were passed by the 67th Congress. 


A bill No. 54 to reach combines and monop- 
olies by heavy fines and imprisonments intro- 
duced in the Canadian Parliament by Prime 
Minister McKenzie King has been sent me 
with the statement from the Prime Minister 
that it is likely to became a law. It would 
be called drastic in this country, but I believe 
would serve an equally good purpose if passed 
by the American Congress. 


I make no predictions as to results but these 
proposed bills, together with changes in House 
rules and other legislation, will be offered for 
consideration next session. 
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REALTORS OBJECT TO DECISION 
BY INCOME TAX UNIT 


A delegation of real estate operators and 
representatives was in Washington on April 
13 in protest against a decision of the Income 
Tax Unit recently made with regard to carry- 
ing charges on real estate. This ruling (I. T. 
1517, 1 49621) provides that carrying charges 
of interest, taxes, insurance and like expendi- 
tures ordinarily considered as operating ex- 
penses may not, in absence of income from 
which they may be deducted in prior years, 
be considered to constitute capital cost for the 


purpose of determining gain or loss on real 
estate at the time of sale. 


It is the contention of real estate men that 
unless the property produces income against 


HE Internal Revenue Bureau an- 

nounces that all attorneys, agents, 
and others practicing before the Treas- 
ury Department, or any of its bureaus 
or offices, including particularly the 
Bureau of Internal Revenue, are re- 
quired to file with the chief clerk of 
the Treasury Department, in duplicate, 
a signed declaration in writing stating 
whether or not the business in which 
the attorney or agent appears before 
the department is being handled on a 
contingent basis, and, if so, on what 
basis and under what arrangements re- 
garding compensation. 


which such expenses are chargeable that the 
expenses incurred in connection with carrying 
property should be added to the cost. Among 
other objections raised is that the small owner 
frequently has to hold property for several 
years at a loss before he can dispose of it, 
whereas the big operator is able, because of 
income producing property, to take credit for 
expenses on unproductive property. On the 
other hand, the Income Tax Unit holds that 
to permit any practice other than that set forth 
in their decision would allow the taxpayer 
to throw into a single year losses intended to be 
distributed currently over years when sus- 
tained, which is held as being contrary to the 
general intent of the Statute. 
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The difference in opinion between the real- 
tors and the Income Tax Unit is the result of 
differences in point of view. ‘To the Depart- 
ment one item which is considered a current 
expense cannot be considered a capital loss. 
The property owner, on the other hand, is not 
impressed with decisions which, though satis- 
factory from strict consistency with statutory 
terms, do not evolve results that coincide with 
actual business profits as he sees them. 


REVIEW GRANTED IN DU PONT 
INJUNCTION CASE 


Arguments in the Alfred I. du Pont tax case 
were scheduled to be heard by the Supreme 
Court on April 23. This hearing arises from 
a grant to the Government of a petition for a 
writ of certiorari following the injunction 
decree obtained by Mr. du Pont restraining 
the Government from collecting $1,576,015,86 
in taxes before the courts have definitely de- 
termined that the amount is due. 


The Government is seeking to collect the 
tax, claiming it is due because duPont received 
75,534 shares of the stock of the E. I. duPont 
De Nemours Company, of Delaware, in a re- 
organization of the duPont interests in 1915. 


The Government claims the injunction ob- - 
tained by du Pont is illegal because taxpayers 
must first pay taxes under protest and then 
bring suits to recover, instead of restraining 
the payment. 


Mr. du Pont asserts that the taxpayer, if 
he believes the tax demanded is unreasonable, 
has the right to withhold payment until the 
courts have determined what is due. The bur- 
den of proof in tax collection, under this pro- 
cedure, would devolve upon the Treasury De- 
partment. Government attorneys assert that 
it would result in jamming the Federal courts 
with tax litigation. 


Under the present practice, the taxpayer is 
required to pay the assessment and then, if he 
believes the tax was unjust, he may sue to re- 
cover the excess amount. But if he wins, he 
must often wait for Congress to appropriate 
for the refund, and sometimes reimbursement 
is delayed for years. 


MICHIGAN GASOLINE TAX VETOED 


The bill recently passed by the Michigan legislature 
placing a tax of two cents a gallon on all gasoline within 
the state was vetoed by Governor Grossbeck. 
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NEW BANK TAXES ARE PROPOSED 
IN NEW YORK 


Special hearings on the bank tax bills before 
the New York legislature have recently been 
held in Albany. The Walker bill provides 
for an annual levy of 2 per cent on capital 
surplus profits of banks. The Knight bill 
places banks in the same category as that of 
other commercial and manufacturing corpora- 
tions. 


Objection from bankers arises from banks 
being classified for particular tax legislation; 
their view being that for tax purposes the 
business of banking should be on the same 
basis with other corporations doing business 
in the State. 


The rate of taxation on commercial and 
manufacturing business in New York is 4% 
per cent of the net income for the fiscal year 
and the Knight bill provides that business of 
banking should be included at the same rate. 


NEW YORK TAX EXEMPTION 
LAW HELD VALID 


The tax exemption law of 1920, involving 
homes owned by at least 50,000 individuals, 
valued at nearly $250,000,000 in New York 
City, was declared constitutional April 6 in 
an unanimous decision handed down by the 
Appellate Division of the Supreme Court. 


The decision reverses the recent decision of 
Justice Tierney of the Supreme Court, which 
held that the exemption of new buildings from 
local taxes until 1932 was unconstitutional. 
The Tierney decision was in the suit of the 
Hermitage Company, a real estate corpora- 
tion, asking for an injunction to prevent the 
New York City tax department from collect- 
ing taxes from the Hermitage Company on 
property it owns which was not exempt. 


Appeal may be made to the Court of Ap- 
peals but real estate men and others benefited 
by the exemption are hopeful that, as the Ap- 
pellate justices were unanimous in their opin- 
ion, the appeal to the highest court will be 
more or less of a formality. If there had been 
any conflict or doubt in any of the minds of 
the justices, there might be a chance that there 
would be a reversal in the Court of Appeals. 

It had been calculated by real estate, tax 
and legal experts that if Justice Tierney’s de- 
cision was sustained by the Appellate justices 
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it would mean a loss of approximately $80,- 
000,000 to property owners and the money 
would go to New York City in taxes on the 
nearly 50,000 new homes costing approxi- 
mately a quarter of a billion dollars. 


INCOME TAX AMENDMENT 
DEFEATED EN PENNSYLVANIA 


The joint resolution providing for a con- 
stitutional amendment that would have per- 
mitted a progressive tax on income was re- 
cently defeated by the Pennsylvania House of 
Representatives. 

This measure passed the Legislature of 
1921, and if it had received the assent of the 
present body would have been subject to a 
referendum. The income tax bill rejected also 
provided for a graded inheritance tax. 


WISCONSIN TAX RETURNS OPEN 
TO PUBLIC 


Governor Blaine, of Wisconsin, on April 
17 signed the Severson bill which removes the 
secrecy clause of the Wisconsin income tax 
law. All returns will henceforth be open to 
the public. The secrecy clause was the storm- 
center of the 1922 political campaign, with 
Governor Blaine and Senator LaFollette as- 
serting that the clause permitted wealthy in- 
dividuals and corporations to escape with mil- 
lions of dollars of unpaid taxes. 


AN INCOME TAX FOR 
CALIFORNIA 


An income tax bill has been introduced 
into the California legislature by Senator 
Lewis, of Los Angeles. The measure has not 
been reported out by the Revenue and Taxa- 
tion Committee of the House. The proba- 
bility of its enactment at this legislative session 
seems to be slight. 


IOWA DEFERS INCOME TAX LEGISLATION 


The General Assembly of the State of Iowa have ad- 
journed without passing the Patterson income tax bill. 
A special session of the legislature meets on December 4 
to revise the code of State laws and at that time the plan 
is to make a general revision of the tax laws. 


In the meantime, a real live campaign of education on 
the tax principles involved is expected to be conducted 
through the summer and fall. 





The Tax-Exempt Security Problem 


The increased revenue realized from in- - 


come taxes for the taxable year 1922 has given 
rise to the hope of reduced rates. Secretary 
Mellon has attributed a large part of the in- 
crease as being due to decreased surtax rates 
as compared with those of the Act of 1918. 
Much of the increase can be ascribed to the 
improved business conditions in 1922 over 
those of the previous year. 


However, if increasing revenue returns are 
to be the gauge for reduction of taxes, the re- 
lief to taxpayers would be hastened if the leak 
in the Treasury from tax-free securities were 
closed. 


To the extent that investment is made in 
State and municipal! security issues, no support 
is given to the Federal government and those 
to whom this avenue of escape appeals are in 
the class which, according to the faculty the- 
ory of assessment, should bear a relatively 
heavier part of the tax burden than those with 
lower incomes. 


The Federal, State and municipal govern- 
ments have all contributed to this situation, as 
all issue bonds that are tax free. All, so far 
as there is culpable error, have been guilty. 
The proposed tax-free amendment to the con- 
stitution, which was ratified by the House of 
the 67th Congress, was conceived, apparently, 
to be received in Such a spirit. It provided 
that the States and the United States should 
recognize the right of each to levy taxes on 
the bond issues of the other. On its face, it 
was an even trade and a fair remedy to a big 
loop-hole in the Federal income tax levy as 
far as the future is concerned. 


It would not, however, help any in the case 
of the billions of tax-exempt securities already 
on the market. So, even if acceptable and 
adopted, it is improbable that any immediate 
increase to the Federal treasury would result, 
other factors remaining the same. 


But, as other governments look far into the 
future in fiscal policies, the question of tax- 


Editorial Review 






free issues needs to be viewed from a long 
range as well as the short range point of view. 


So far as the present tax laws are concerned 
the recommendation of Secretary Mellon to 
reduce surtaxes to a point at which it would 
be no advantage to invest in tax-free security 
issues, is probably sound. Such a remedy 
would tend to restore capital to its more nor- 
mal direction of flow, and possibly might 
result in just as big returns, or as Secretary 
Mellon believes, larger aggregate returns than 
the present 50 per cent surtax maximum. 


Viewing the matter on the long range, there 
should be no such artificial limit to the extent 
of Federal taxation of incomes as set up by 
the unrestricted issue of tax exempt securities. 
No one can be certain that the future fiscal 
needs of the Government will not necessitate 
higher surtax rates than the maximum which 
is now supposed to be effective. It is, there- 
fore, desirable that the tax exempt security 
question be squarely faced and decided on its 
merits. It is quite possible that it may be de- 
sirable to reduce the higher surtaxes, as Sec- 
retary Mellon suggests, and also to put a limit 
on tax-free issues. 


The extent to which the issue of tax-free 
securities reduces the burden on taxpayers is, 
undoubtedly, greatly overestimated. If there 
were no tax-free bond issues, the interest rate 
would, no doubt, need be a trifle higher than 
if issued tax-exempt, but the difference would 
not be likely to be appreciably felt by those 
who are ‘now subject to tax. Securities are, 
as statistics show, largely held by those in the 
upper income classes and, since the ownership 
of securities exempt from taxation relieves 
them from the tax burden of municipal and 
State issues put out tax-free, the weight neces- 
sarily falls upon the owners of taxable prop- 
erty or taxable income. If no tax-exempt 
issues were made, even though the interest cost 
might be slightly higher, the burden on those 
who now must bear the cost certainly would 
not be measurably greater and might be less 
by reason of a wider and more equitable spread 
of the tax cost. 
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The extent to which recognition of the re- 
ciprocal right of States and the Federal Gov- 
ernment to tax bond issues of the other would 
increase the interest cost, has been grossly 
exaggerated. The proposed amendment as 
passed by the House at the last session of Con- 
gress would not prohibit the right of States 
to issue securities free from taxes of the State 
of issue, nor would it prohibit the Government 
from putting out bonds free from Federal 
taxes. The amendment would merely have 
recognized the right of the Federal Govern- 
ment to make the income from State issues 
subject to the Federal income tax and in turn 
would have permitted States to levy taxes on 
Government issues. Consequently, had the 
amendment been ratified and approved by the 
States, the issues of States and municipalities 
might still be tax-free as far as States and mu- 
nicipalities were concerned. It is obvious 
therefore that the price of State and municipal 
issues would only be affected by the extent of 
the tax on the income from such issues by the 
Federal Government. Other market factors 
might entirely neutralize this effect. Hence, 
there might be no difference in the tax burden 
on States and municipalities. Professor Selig- 
man, a recognized tax authority, has found 
that the yield differential between Canadian 
municipals (these are taxable in Canada) and 
Canadian industrials is about 1 per cent and 
he finds that the average yield differential be- 
tween high grade municipals and high grade 
industrials in the United States to be about 
the same. ‘This leads him to the justifiable 
conclusion that a tax on State and municipal 


issues might result in little or no difference of 
tax cost. 


The issue of tax-free securities is a relatively 
recent practice as far as most States are con- 
cerned. In only three states previous to 1905 
had statutes provided for tax-free bond issues 
and the greatest increase has occurred since 


1910. 


The issue of tax-free securities has become 
a monstrous economic evil. It is undermining 
the Federal tax system. It is drawing invest- 
ment out of productive industry by those of 
means who are best able to take the risks of 
industrial expansion. It is working an injus- 
tice among the taxpayers of every state in the 
union. The issue is too vital to the general 
welfare of the nation to be longer permitted 
to be the butt for sentimental and political 
caprice. 
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It is not.a question to be solved in the light 
of a “State’s rights” obsession, but in consider- 
ation of rights of all the citizens of the United 
States as reflected by a fair-minded interpreta- 
tion of available facts. 


Publicity of Imcome Tax Information 


As is indicated by the tax legislation pro- 
gram outlined by Representative Frear, of 
Wisconsin, it is probable that the desirability 
of making tax records and proceedings more 
open to the public will be the subject of tense 
debate in the next Congress. 


Publicity of income tax records would serve 
to expose the business affairs of a taxpaying 
citizen to competitors and would in many 
other ways be open to justifiable objection. 
Abolition of the secrecy provisions of the in- 
come tax law would be such a radical de- 
parture from commonly accepted rights of 
privacy that careful consideration should be 
given to whether or not publicity of income 
tax information will accomplish the result in- 
tended. 


The history of the general property tax 
leads to the conclusion that publicity of in- 
come tax returns would not sufficiently fore- 
stall tax evasion to compensate for the disad- 
vantages. The valuation of property in the 
levy of a general property tax, in those States 
where such a tax is levied, is a matter of public 
record. Yet undervaluation and inequalities 
of assessment are notorious. Instead of com- 
plaining that another is not taxed enough, the 
reaction to the one who feels he has paid a 
proportionately higher tax than someone else 
seems to be that he will the next year report 
low enough valuations to compensate for the 
difference. In States where the rates on per- 
sonalty are high, tax evasion seems to be the 
rule, notwithstanding that the tax records are 
open to public inspection. 


The taxpayer is interested in paying the 
least possible taxes, not the most, and the 
natural tendency is, so far as he has infor- 
mation, to avoid paying any more than some- 
one else whom he considers at an equal rating. 
It is not improbable, therefore, that publicity 
of income tax records might have the effect 
to a certain extent of reducing rather than in- 
creasing the revenue. 








PRESS VIEWS ON TAXATION 





Early returns from the in- 


Upper Sur- ternal revenue districts in- 
tax Rates — dicate that the first quarter’s 
Excessive income tax collections for 


1923 exceeded $400,000,000. 
Last year, with higher surtaxes and the excess 
profits levies still in force, the March total 
was only $393,000,000. The natural and highly 
cheerful conclusion to be drawn from this 
year’s gain is that business improvement has 
more than offset the tax reductions made in the 
1921 internal tax revision act. 


Business activity makes internal tax revenue. 
Business torpor kills it. The minor modifica- 
tions in the surtax schedule which went into 
effect on January | last have given partial 
relief to taxpayers without injuring the gov- 
ernment. The Treasury expected to collect 
$1,500,000,000 this year from income. It will 
probably collect more than $1,600,000,000. If 
the rates above 32 per cent were abolished and 
those below 32 per cent were consolidated so 
as to remove the present excessive gradations, 
“revenue would again increase, because busi- 
ness would become still freer and more active. 
Equitably lowered rates make higher tax re- 
turns. This is not a paradox, but a law of 
taxation and business.—N ew York Tribune. 


When the president of the 
United States pays a tax on 


Why Exempt 


Incomes 


from StatesP score of his obligations as a 


citizen, while governors and 
other officers and employes of the States pay 
no income tax, it is a natural thing for the 
average man or woman on salary who is em- 
ployed by an individual, firm or corporation 
in private business to inquire in the vernacu- 
lar, “how come?” 


And this prompts the young woman who 
draws a salary of over $1,000 a year as a book- 
keeper, clerk or saleswoman to inquire why 
she should be taxed to support the Govern- 
ment while her sister or chum-who works in 


his official salary on the 


a State department or as a school teacher es- 
capes on the ground that she is an “instrumen- 
tality of the state government” which congress 
cannot tax, in spite of the fact that the Six- 
teenth Amendment to the constitution provides 
for the taxation of all incomes “from whatever 
source derived.” 


‘This ‘gross discrimination’ as between citi- 
zens of the United States in support of their 
common government,” says the New York 
World, “is not impressing the non-exempt citi- 
zens favorably, and it never will.” 


As it stands now, not only every governor, 
but every governor’s secretary, every state 
judge, every other state officer, every munici- 
pal, county or town officer or functionary is 
exempt from paying a Federal tax on his or 
her salary although they are citizens in the 
same sense and with the same responsibilities 
as the other salaried workers who are taxed, 


-and may be supposed to have secured title to 


their salaries as property through rendering 
a “quid pro quo” in the way of service. 


As the World says, “Congress should re- 
move the exemption and put the question of 
validity squarely up to the United States Su- 
preme court.”— Springfield (Ill.) Register. 





Chairman Madden, of the 


Where to —_— house committee on appro- 
Begin Tax  priations, foresees a reduc- 
Reductions _ tion in income taxes if trade 


remains brisk for another 
year. With the increases in revenues antici- 
pated from customs’ duties and the larger in- 
come tax receipts reported last month a treas- 
ury surplus for the next fiscal year is said to 
be not improbable if the government expendi- 
tures are still further reduced through the 
efforts of the budget bureau and of the presi- 
dent. 


Any contemplated reduction of income taxes 
in this country in the future will immediately 


raise the question of the place to cut. Should 
the normal rate be reduced to relieve persons 


we EE SS 6 
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of comparatively small means or should the 
surtax rates be scaled down to reduce the tax 
charges imposed upon persons of large means? 


The theory of income taxation when the 
principle was first adopted inthe United States 
was that the Government was justified in tak- 
ing one-half or more of the really large in- 
dividual incomes. During the war an addi- 
tional effort was made to reach such incomes 
through the excess profits tax. 


The legislation of 1921 repealed the latter 
measure and the ever growing opportunity for 
tax avoidance that is offered in investments !n 
tax exempt securities has effectually under- 
mined the former principle with the result 
that the great bulk of our income taxes is paid 
by persons of moderate means instead of those 
of great incomes as the law contemplated. 


When it is again revised some fundamental 
principle of equitable income taxation should 
be restated. The present law is a hit and miss 
affair designed to raise revenue with little re- 


- gard to the source from which it is derived. 


-Cleveland Plain-Dealer. 





FEDERAL TAXATION AS APPLIED 
TO RESERVE FOR DISCOUNTS 


(Continued from page 16) 


this decision of the Income Tax Unit was sus- 
tained. After the taxpayer cited O. D. 1348 
the appeal was sustained in November, 1922, 
and the organization was relieved of the addi- 
tional assessment for all three years. 


The exceptional feature in this case is that 
several months after the promulgation of O. 
D. 1348 the Income Tax Unit refused to grant 
the taxpayer the benefit of it before it was 
specifically referred to. 


As heretofore mentioned, a large amount of 
saving in taxes will frequently result if re- 
serves for discounts have been properly pro- 
vided for during the four years ending De- 
cember 31, 1920. Since that date, on account 
of general business conditions, as well as the 
change in taxation rates effective January 1, 
1922, a saving in taxes is not to be expected. 
However, in order to properly estimate profits, 
as well as to obtain correctly stated balance 
sheets, these reserve accounts are necessary 
where discounts are deducted from gross in- 
voices at payment dates. 


OU can find here your 


exact requirements in 
TYPEWRITERS 


EVERY MAKE~new and rebuilt, at prices that will 
please you Typewriters equipped with all imaginable 
styles of type and any width carriage. We carry a par- 
ticularly large stock of 18, 20, and 26 inch carriage 


typewriters suitable for special accounting, income 
tax work, etc. 


ADDING MACHINES 

Having absorbed the most reputable and largest Add- 
ing Machine concern in the country, we are prepared 
to furnish just what you want in listing machines of 
every description, in-luding statement machines, with 
keyboards as wide as 20 columns, hand driven and 
electric — generally at a saving of at least 50°% of the 
manufacturers’ prices. 


Dalton - Burroughs - Sundstrand - Wales. 
CALCULATING MACHINES 


There are Millionaires, Brunsvigas, Thales, Monroe 
and Comptometers at prices representing real values. 


CHECK PROTECTORS 
At one-half and less than orfe-half Manufacturers Prices 


Reliable Typewriter Company 


(Absorbing Adding Machine Corporation of America) 
170 W. Washington St., Chicago 
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Interests directly affected by the in- 
come tax law passed by the Oregon 
legislature are carrying on a spirited 
assault against the bill with the hope 
of defeating final enactment by a 
referendum vote. The attack on the 
bill, as reflected in the Oregon press, 
seems to rely for ammunition largely 
on bunkum and dissimulation. 


STATE OF OREGON RAISES 
GASOLINE TAX 


A three cent tax per gallon of gas- 
oline is the expense prospect facing 
automobile owners in the State of 
Oregon. The legislature has passed 
a bill increasing the gasoline tax from 
two to three cents per gallon. The 
receipts from this source of tax levy 
all go for road improvement. 


Among the odd bills introduced 
into the 67th Congress was that of a 
Delaware senator providing for abo- 
lition of the Federal income tax. A 
complementary measure would have 
been one abolishing the war debt. 


Indications are that the assessment 
of the additional one cent per gallon 
tax will be referred for approval to 
the electorate by referendum. 


Can You Solve this Problem? 


The following problem is taken from our course in Advanced Accounting : 





Three brothers, A, B and C, own all the Capital Stock (each %) of a 
certain corporation X. They own also, but not equally, 55% of the Capital 
Stock of a kindred corporation Y, which is capitalized for $100,000, the par 
value of the shares being $10.00. The assets of the Y corporation total 
$200,000, and the outside liabilities total $30,000. The holdings of each in 
the Y corporation are as follows: 

A 2,222 shares, B 2,222 shares, C1,056 shares. 

The three brothers, acting as the corporation X, purchase out of the 
corporate funds the remaining 45% interest in the corporation Y paying 
$100,000 therefor. Without further cost to X, they now wish to merge 
the two corporations under the corporate name of X, and to dissolve Y. 

C purposes to make compensation to A and B individually for an equal 
interest in the 5,500 shares upon the same basis as the 45% interest was 
acquired, so that all may share equally in the merged properties. 

How much should C pay to each of the other stockholders? 

Outline the entries necessary to record all the above stated transactions 
on the books of X and Y. 
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Solution of the above gladly sent on request without obligation to you. 
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annual Illinois C. P. A. examination. tion, if you will use a portion of your 
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with students from Schools, Colleges magic about it. It is simply a matter 
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The Walton courses, taught by correspondence and in resident schools in Chicago and 
New York, cover Constructive Accounting, Cost Accounting, Advanced Accounting, 
Income Tax and Business Law. 
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Are CAll 


Your Bonds 


Safe ? 


Safety of principal in your in- 
vestments is not—nor can it 
be—a fixed factor. The great 
fundamental conditions that 
govern the bond market as a 
whole—are constantly chang- 
ing—strengthening one issue 
—undermining another. 


Sometimes a strong bond of 
yesteryear will prove unsound 
today. Issues that look safe 
in the present market will de- 
fault before maturity. 


Security of principal may be had 
only by watching the changes in 
fundamental conditions and tak- 
ing advantage of them at the 
proper time. 


Fundamental Method 
of Investing 


It is the business of The Bab- 
son Investors Service (1) to 
study these fundamental con- 
ditions as they affect invest- 


ments in general and _ indi- 
vidual issues—(2) to study 
the comparative conditions 


surrounding each bond—(3) 
and to recommend for pur- 
chase only such securities as 
are intrinsically sound and 
which should be strengthened 
by the next broad upward 
trend. 


The result is—You enjoy an 
unusual degree of security— 
plus a yield slightly higher 
than that offered by the pop- 
ular favorites of the moment 
—without the worry or loss 
of time involved in ordinary 
investment programs. 


Investigate 


Will you investigate The 
Babson Method of Investing? 
Your request for booklet E60 
will bring you full details and 
sample of Recent Babson Re- 
port—gratis. 


THE BABSON 
STATISTICAL 
ORGANIZATION 


WELLESLEY HILLS, 82, MASS. 
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